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In the Matter of

Federal-State Joint Board on
Universal Service CC Docket No. 96-45
Forward-Looking Mechanism
for High Cost Support for
Non-Rural LECs

CC Docket No. 97-160

TO: THE COMMISSION

COMMENTS OF PUERTO RICO TELEPHONE COMPANY

Puerto Rico Telephone Company ("PRTC") hereby submits
comments in response to the Commission’s Further Notice of
Proposed Rulemaking' regarding the development of a model
intended to estimate the cost of providing universal service by
non-rural carriers serving high cost areas.

As a threshold matter, it is inconsistent with Section
254 (b) (3) of the Communications Act to group non-rural carriers
serving insular areas with non-rural carriers serving non-insular
areas for purposes of determining universal service support.?
Insular areas pose unique challenges for predicting the cost of
universal service that may not be accounted for in a model

designed to predict cost in non-insular areas. In Puerto Rico,

1. CC Docket 96-45, FCC 97-256 (rel. July 18, 1997).

2. On July 17, 1997, PRTC filed a Petition for Reconsideration
with the Commission addressing this issue in detail.
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for example, the island’s low telephone penetration rate,® the
rugged terrain (a mountain chain with peaks exceeding 4,000 feet
spans the island’s interior), the tropical climate, and the
considerable portion of the bopulation living below the poverty
line,* all militate towards using a targeted approach to predict
the cost of universal service. A methodology targeted
specifically to insular areas is required to satisfy the
statutory requirement that services and rates in insular areas
are reasonably comparable to those for similar services in urban
areas. 47 U.S.C. § 254 (b) (3).

In this proceeding, PRTC has repeatedly apprised the
Commission that it cannot fairly assess either the Hatfield or
BCPM models because the models have not been populated with
Puerto Rico data. See PRTC Reply Comments {filed Oct. 3, 19%97),
PRTC Comments (filed Sept. 2, 1997), and PRTC Comments (filed
Aug. 8, 1997). PRTC therefore has been precluded from providing
detailed responses to the Commission for assessing the models’
operation for Fuerto Rico. Notwithstanding the lack of data
necessary to populate the models for Puerto Rico and to fully
agssess their effects, PRTC makes general comments on the
following issues: general support facilities, depreciation,

expenses, support areas and support for local usage.

3. Telephone penetration in Puerto Rico, albeit steadily
improving, is only 74% islandwide versus a nationwide
average of 94%. Some areas of Puerto Rico have penetration
below 60%.

4. Nearly half the population lives below the poverty line.
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I. GENERAL SUPPORT FACILITIES

Incumbent local exchange carrier general support facilities
(GSF) include investment and expenses related to vehicles, land,
buildings and general purpose computers. BCPM computes GSF
investment as a percentage of all other plant investment. To
compute GSF investment unrelated to wire center buildings,
Hatfield uses ARMIS data to compute a ratio of GSF investment to
total plant-in-service investment. This ratio, it turn, is
applied to the total plant-in-service investment that the model
computes to arrive at the amount of GSF investment not related to
wire center kuildings.

With respect to calculation of GSF investment and expenses,
the Commission asks how the selected model should account for
three variables: (1) the costs of nonregulated activities, (2)
the increasing use of computers, and (3) the fact that land
values may vary significantly by state. FNPRM at § 148. The
effect of these variables cannot accurately be captured by
additional model inputs unless the inputs are based on actual
data. PRTC therefore agrees with Hatfield’s proponents that the
selected model should employ ARMIS data to calculate GSF. The
use of ARMIS data will make unnecessary any strained attempt to
estimate the effect of these variables because the data itself

accounts for these variables on an actual cost basis.
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II. DEPRECIATION

The Commission tentatively concludes that the selected model
should use a weighted average of the depreciation rates
authorized for carriers that are required to submit their: rates
to the Commission. FNPRM at { 152. PRTC disagrees. An average
depreciation rate (whether weighted or not) based on rates
authorized by the Commission for other carriers would not account
for actual differences in the useful life of telephone company
investment. 1Indeed, weighing the depreciation rate as the
Commisgion proposes could artificially skew the selectec. model.
A better approach, and one that reflects actual telephone company
investment decision making is to use economic depreciation lives.
Given the rapid deployment of new technologies, a significant
amount of telephoune company plant and equipment may have shorter
lives than reflected in the depreciation lives authorized by the
Commission. For these reasons, the selected model should use
economic depreciation rates.
III. EXPENSES

The Hatfield model estimates most expenses using ARMIS data,
expressed as catios of investment. BCPM estimates expenses on a
per-line basis based on a survey of ILECs. As a general rule,
expenses should be based on ARMIS data. First, ARMIS data is
readily available and verifiable. Second, ARMIS data provides a
snapshot of actual expenses that can be used to predict expenses

for the near-term future. It is the best approximation of
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forward-looking expenses that is available for a particular
company. Third, ARMIS data is updated annually.

The Commission notes that users should be able to calculate
expenses for small, medium and large companies. ARMIS data
inherently distinguishes expenses associated with different size
companies. ARMIS data will determine the level of expenses
appropriate for a particular company rather than creating three
artificial categories.

Expenses should not be mechanically based on line counts.

In PRTC's case, the company may have higher expenses on a per-
line basis than a company of comparable size because PRTC has
atypically low penetration (approximately 74% islandwide). On a
per-line basis, FRTC must maintain more plant since the company’s
plant bypasses a substantial number of homes. "Typical" LECs,
with penetration rates of 94%, do not have similar per-line costs
stemming from bypass.

BCPM and Hatfield fail to reflect the fact that expenses
vary with climate and terrain factors.’ By using ARMIS data, the
selected model would overcome this serious shortcoming since the
data, by definition, reflects the costs associated with such

variables.

5. In Puerto Rico, for example, there are higher outside plant
maintenance costs associated with the extreme humidity and
tropical weather.
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IV. ADJUSTMENT OF PREDICTED COSTS

The Commission asks whether the selected model should adjust
predicted costs annually, and if so how it should do so. FNPRM
at § 173. To increase the accuracy of the selected model’s
prediction of the costs of universal service, forward looking
expenses should be updated annually. There is wide disagreement
on the value of expense factors and how they should be derived.
See e.qg., FNPRM 99 161 and 170. PRTC believes that this conflict
can be resolved by using ARMIS data to predict expenses. Expense
factors generated from immediate historical costs are the best
approximation of near-term future expenses. Using ARMIS data,
expense factors could be revised annually resulting in a more
accurate prediction of costs.
V. SUPPORT AKEAS

A support area is the geographic area used to determine
universal service support levels. In order to calculate support
the Commission must know the number of lines in the support area.
PRTC advocates calculating support on a wire-center basis. PRTC,
like other LECs, keeps records of the number of lines served by
each wire center. It does not keep records on a CBG, CB or grid
cell basis and geo coding households to obtain sufficient
accuracy for the prediction of costs on any one of these bases

could take years.
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VI. SUPPORT FOR LOCAL USAGE

PRTC concurs with the Commission’s tentative conclusion that
a local usage component should be included in the definition of
universal service. FNPRM §{ 178. Omission of a local usage
component would create a regulatory bias in favor of wireless
carriers that provide service with plant that allows relatively
inexpensive access to the network but that have higher usage
costs. Determining the level of local usage to include in the
selected model, however, is a complex task. Most importantly,
the level must be calculated so that it does not have an adverse
affect on locazl usage. PRTC believes that the proper level of
local usage should be set on a company-by-company basis to
reflect varying usage patterns. Specifically, the Commission
should prescribe this level to be the average number of minutes
per month used by customers subscribing to basic flat rate
service.
VII. CONCLUSION

Because the models have not been populated with Puerto Rico
data the assumptions underlying them have not been tested for
Puerto Rico. Nevertheless, PRTC’s comments in this proceeding
demonstrate that, as applied to Puerto Rico, the BCPM and
Hatfield models are seriously flawed in many respects. See PRTC
Reply Comments (filed Oct. 3, 1997), PRTC Comments (filed Sept.
2, 1997), and PRTC Comments (filed Aug. 8, 1997). PRTC therefore
urgeé the Commission to estaklish a process for review and

evaluation of the models as they pertain to insular areas. This
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process should allow adequate time for population of the models
with Puerto Rico data, as well as review and testing of their
results. Until a model is validated for application to Puerto
Rico, USF support for PRTC shbuld be determined on the basis of
the company’s actual costs of service as recorded in its books of
account.

Respectfully submitted,

/Joe D. Edg/éf

Richard J.” Arsenault
DRINKER BIDDLE & REATH LLP
901 Fifteenth Street

Suite 900

Washington, D.C. 20005
(202) 842-8800

Attorneys for
PUERTO RICO TELEPHONE COMPANY

Dated: October 17, 1997
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ERTIFICATE OF SERVICE

I, Richard J. Arsenault, certify that true and correct
copies of the foregoing Reply Comments of Puerto Rico Telephone
Company were delivered by U.S. Mail, first-class postage pre-
paid, on October 17, 1997, to the following:

William F. Caton¥*

Secretary

Federal Communications
Commission

1919 M Street, NW, Room 222

Washington, DC 20554

The Honorable Reed E. Hundt¥*

Chairman

Federal Communications
Commission

1919 M Street, NW, Room 814

Washington, DC 20554

Honorable Rachelle B. Chong¥*

Commissioner

Federal Communications
Commission

1919 M Street, NW, Room 844

Washington, DC 20554

The Honorable Susan Nessgt*

Commissioner

Federal Communications
Commission

1919 M Street, NW, Room 832

Washington, DC 20554

The Honorable James H. Quello*

Commissioner

Federal Communications
Commission

1919 M Street. NW, Room 802

Washington, DC 20554

The Honorable Julia Johnson,

Chairman

Florida Public Service
Commission

2540 Shumard Oak Blvd.

Gerald Gunter Building

Tallahassee, FL 32399-0850
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The Honorable David Baker
Commissioner

Georgia Public Service
Commission

244 Washington Street, S.W.
Atlanta, GA 30334-5701

The Honorable Sharon L. Nelson

Chairman

Washington Utilities and
Transportation Commission

1300 S. Evergreen Park Dr. SW

P.0O. Box 47250

Olympia, WA 98504-7250

The Hon. Laska Schoenfelder

Commissioner -

South Dakota Public Utilitie
Commission

State Capitol

500 E. Capitol Street

Pierre, SD 57501-5070

Martha S. Hogerty

Missouri Office of Public
Counsel

301 West High Street

Suite 250

P.O. Box 7800

Jefferson City, MO 65102

Tom Boasberg*

Federal Communications
Commission

Office of the Chairman

1919 M Street, NW, Room 814

Washington, DC 20554



Charles Bolle

South Dakota Public Utilities
Commission

State Capitol

500 E. Capitol Street

Pierre, SD 57501-5070

Deonne Bruning

Nebraska Public Service
Commission

300 The Atrium

1200 N Street, P.0O. Box 94927
Lincoln, NE 68509-4927

James Casserly¥

Federal Communications
Commission

Office of Comnissioner Ness

1919 M Street, Room 832

Washington, DC 20554

Rowland Curry

Texas Public Utility
Commission

1701 North Congress Avenue

P.O. Box 13326

Austin, TX 78701

Bridget Duff, State Staff
Chair

Florida Public Service
Commission

2540 Shumard Oak Blvd.

Gerald Gunter Building

Tallahassee, L 32399-0866

Kathleen Franco*

Federal Communications
Commission

Office of Commissioner Chong

1919 M Street, NW, Room 844

Washington, DC 20554

Paul Gallant*

Federal Communications
Commission

Office of Commissioner Quello

1919 M Street, NW, Room 802

Washington, DC 20554
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Emily Hoffnar*

Federal Communicatior.s
Commission

Accounting & Audits Division

Universal Service Branch

2100 M Street, NW, Room 8617

Washington, DC 20554

Lori Kenyon

Alaska Public Utilitizs
Commission

1016 West Sixth Avenue

Suite 400

Anchorage, AK 99501

Debra M. Kriete

Pennsylvania Public Utilities
Commission

North Office Building

Room 110

Commonwealth & North Avenues

P.0O. Box 3265

Harrisburg, PA 171053-3265

Sandra Makeeff

Iowa Utilities Board

Lucas State Office Building
Des Moines, IA 50319

Philip F. McClelland
Pennsylvania Office of
Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 1712C

Thor Nelson

Colorado Office of Consumer
Counsel

1580 Logan Street, Suvite 610

Denver, CO 80203

Barry Payne

Indiana Office of the Consumer
Counsel

100 North Senate Avenue

Room N501

Indianapolis, IN 46204-2208



Timothy Peterson, Deputy
Division Chief¥*

Federal Communications
Commission

Accounting & Audits Division

2100 M Street, NW, Room 8613

Washington, DC 20554

James B. Ramsay

National Association of
Regulatory Utility
Commissioners

1100 Pennsylvania Avenue, NW

P.0. Box 684

washington, DC 20044-0684

Brian Roberts

California Public Utilities
Commission

505 Van Ness Avenue

San Francisco, CA 94102

Kevin Schwenzfeier

NYS Dept. of Public Service
3 Empire Plaza

Albany, NY 12223

Tiane Sommer

Georgia Public Service
Commission

244 Washingtoun Street, S.W.

Atlanta, GA 30334-5701

Sheryl Todd*

Accounting and Audits Division

Universal Service Branch

Federal Communications
Commission

2100 M Street, NW, Room 8611

Washington, DC 20554

ITS*

1231 20th Street, NW
Room 102

Washington, DC 20037

Ll [ el

*via hand deliverv
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/Richard 2é/Arséﬁault



